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f from the 2001 exit rate of 725 boe/d. At year-end 2002, Crispin's production base 
approximately 75% light oil and natural gas and 25% heavy crude. The Company's 
St | continue to remain ‘light,’ with a target light/heavy split that does not exceed 70/30. 


s of 3 322. 6 mboe yielded a proven producing finding and development cost of 
rp rate netback of $18.33 per boe yielded a one-year recycle ratio of 2.05, and 
to Crispin’s three year recycle ration of 1.77. Due to these efforts, and firming in the oil 
i generated $4.41 MM ($0.10/share basic) in cash flow in 2002, an increase of 65% 
ie same time, Crispin reduced debt from $6.2MM at December 31, 2001 to just 
; F December 31, 2002 enabling the Company to be positioned for growth. 


ital spending in Q3 and Q4 to minimum levels, strengthening the balance sheet 
larly noteworthy that reduced capital spending occurred in tandem with strong 
wth in 2002. This growth was accomplished by focusing capital spending on 
ucti n in all current areas of operation through tie-ins, drilling, production 


fe aahkied capabilities, 
con nbined with patience 
and di iSCi ipline will 
ontinue to yield 

tron g growth for 

4 ef a sh areholders. 


id-to-late phase of the oil price cycle. Thus, the availability of assets in 
divestiture market is anticipated to rise significantly during 2003. 
n by the portfolio and operational limitations of the major North American 
ng capital to large growth projects including international and oil sands 
value creation during this portion of the cycle are access to and assessment 
er ced teams have the ability to consolidate attractive assets that have been 


ll with the equity/financing markets which view this sector as one of the few 
ong growth potential in the next 12 — 24 months. 


o, . | ree Hills area of Central Alberta that will see Crispin drill six wells during the second 


2002S \ series of production optimization projects also took place in the first quarter of 


to yield strong growth for Crispin shareholders. 


‘oard f Directors and Crispin's shareholders, | would like to recognize the efforts 


The Crispin asset base consists of three project areas: Rainbow, Stettler 
and Bonnyville. Each project area contributed to our 2002 growth and 
each will be developed further in 2003. These projects have several 


common characteristics that underscore Crispin's ongoing strategy: 


e Crispin operated and high working interest (>90%) 


e Low decline assets, providing stable production 


10 


e Focused operations allowing for operating cost optimization 


Crispin Energy Inc. 


These strategies underpin the Company's selection and decision 
making process for development and exploration projects. Crispin 
increased production and improved operational efficiencies in 2002 
with a minimum of capital spending. Q1 2003 will see Crispin 
continue to initiate focused exploitation projects associated with our 


current producing properties. 
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ev luaton 2 at Lousana by Q2 2003, in order to confirm further 


Rainbow 


° Crispin operated 
¢ 100% average W.1. 
¢ 325 boe/d — December 31, 2002 


For 2002, Crispin averaged production of 315 boe/d through the Crispin 
operated gathering, treating and disposal facilities in this area. Highlighting 
activity was the tie-in of a Keg River well purchased from a major producer in late 
2001. The performance of the field was solid during 2002 and provided a steady 
production base. In addition, the sustained production from the Sulphur Point 


formation, an earlier re-completion project, has been positive. 


In Q1 2003, Crispin drilled a well on the Sousa property to test a Keg River reef. 
- This well is now on stream. Combined with the tie-in of third party production 
to our facilities, the additional volumes will enable Crispin to reduce operating 


costs in the area. 
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nately 6 400 acres of oil sands eee in the ae project 


The crude oil, natural gas liquids and natural gas reserves of the Company have been reported on, as at 
December 31, 2002 by Gilbert Laustsen Jung Associates Ltd. (GLJ) in a report dated February 18, 2003. 
GLJ was engaged to conduct an independent review of the Company's reserves for 2002. Prior to 2002 
Outtrim Szabo Associates Ltd. had performed the independent review. The reserves were evaluated by GL on 
a reserve and economic basis in accordance with National Policy 2-B. The evaluators are qualified and 
experienced professional engineers and geologists and are independent of Crispin. All Crispin properties were 


evaluated by GL, effective December 31, 2002 and are as follows: 


Reserves 
oS UNESCO VIE Sar teil aan 
Oil & NGL's Sales Gas TUG) EO? pscountediat ue 

Escalating Price Evaluation Gross Neb". Gross) a7 Net Undiscounted ee AOeI 12% 15% 
(mbbl) (mbbl) (mmef) (mmcf) (000's).  (000's) (000's) (000's) 
Proved Producing 42444073. 1,022-4 497.1 427.6 18-820 13,435 ° 12)778) 41,938 
Proved Non-Producing 6.0 Site) 947.8 626.1 2,082 1,324 AD Weil OTE 
Proved Undeveloped 82.0 72.8 4.1 a PASC 369. Sires sO 324 
Total Proved 1,302.4. 1,098.8 1,449.0 1,056.9 21,389 15,128 14,345 13,338 
Probable Risked at 50% 2819 235.7 636.5 ; 354.7 fis 4,769. : 2,436 fi Rey 1,910 

Total Proved plus 
50% Probable 4,584.3. 1,334.5 2,085.5 1,411.6 i 26,158 17,564 * 16,544 15,248 


The crude oil price forecast used in determining reserve values is based on an average W1I price of 
$25,50US/bbl for 2003, $22.00US/bbI in 2004, and $21.00US/bbI in both 2005 and 2006. The natural gas 
price used in determining natural gas reserve values was based upon an average 2003 AECO-C price of 


$5.65CDN/mmbtu, declining to $5.00/mmbtu in 2004 and $4.70/mmbtu in 2005. 
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Reserve Reco cili 


Proved 


Producing 


626.6 


2532 
1.4 
(26.3) 


228.3 
(155.5) 
699.4 
194.8 


446.2 
470.3 


811.3 

(230.5) 
1,280.2 
300.4 


5.7 
16.5 


322.6 
(305.6) 


1,297.2 


Total 
Proved 


1,666.3 


425.7 
14 
(365.0) 


62.1 
(155.5) 

1,572.9 

202.0 


294.5 
(60.6) 


432.9 

(230.5) 
LT DS 

37941 


4.0 
(308.9) 


74.2 
(305.6) 


1,543.9 


Proved & 
Probable 


2,294.2 


546.3 
1.4 
(294.5) 


253.2 
(155.5) 
Pipe M ee) 
215.3 


194.3 
(145.2) 


264.4 
(230.5) 

2,425.5 

527.8 


11.8 
(339.5) 


200.1 
(305.6) 


2,320.0 


The management discussion and analysis (MD&A) that follows is 
intended to supplement the financial statements and accompanying 
notes contained in this annual report. Estimates of future operating and 


financial performance are based on information currently available. 


The calculation of barrels of oil equivalent (“boe”) is based on the conversion rate of six thousand cubic feet 
of natural gas for one barrel of crude oil (6:1), unless otherwise stated. This conversion conforms to the 
Canadian Securities Regulators proposed National Instrument 51-101 — Standards for Oil and Gas Activities. 
Calculations of boe's for the previously reported years have been adjusted from a 10:1 basis to the current 
6:1 standard. All comparisons refer to the year-ended December 31, 2002 compared with the year ended 
December 31, 2001, unless otherwise indicated. All production volumes quoted are the Company's working 


interest share (net), unless otherwise indicated. 


Management's discussion and analysis contains certain terms such as cash flow from operations, netback 
analysis and netbacks per boe. These measurements should not be considered an alternative to, or more 
meaningful than, net earnings or cash flow from operating activities as determined in accordance with 
Canadian generally accepted accounting principles (“GAAP”) as indicators of the Company's financial 
performance or liquidity. Crispin’s cash flow from operations, netback analysis and netbacks per boe may not 
be comparable to those reported by other companies, and are included as supplemental information only. 


Statements throughout this annual report that are not historical facts may be considered “forward looking 
statements”. These forward looking statements sometimes include words to the effect that management 
believes or expects a stated condition or result. All estimates and statements that describe the company's 
objectives, goals or future plans are forward looking statements. Since forward looking statements address 
future events and conditions, by their very nature they involve inherent risks and uncertainties. Actual results 
could differ materially from those currently anticipated due to any number of factors, including such variables 
as new information regarding recoverable reserves, changes in demand and commodity prices for oil and gas, 
legislative, environmental and other regulatory or political changes, competition in areas were the company 
operates and other factors discussed in this annual report. 


20 


Crispin Energy Inc. 


27 


2002 AR 


Cash flow 
($000's) 


Overview 


Net earnings 
($000's) 


The following table summarizes netback, cash flows and net income for the years ended 2002 and 2001: 


2002 

$ $/boe $ 
Production revenue $ 10,001 SreS2e7 2 $ 6,193 
Royalties (1,939) (6.34) (1,236) 
Production expenses (2,403) (7.86) (1,675) 
Other 53 0.17 145 
Field netback 5,712 18.69 3,427 
Hedging losses (110) (0.36) 140) 
Operating netback 5,602 18.33 ‘ 3,287 a 
General and administrative (821) (2.69) (417) 
Interest & taxes (309) (1.01) (202) 
Other (59) (0.19) Beeman s tt 
Cash flow from operations 4,413 : 14.44 8 2,668 i 
Depletion, depreciation, future site (2,483) (8.12) (1,577) 
Future income taxes (742) (2.43) (397) 
Extraordinary item 122 OA eae heat aie. 
Net income $ 1,310 $. 4.29 $ 694 


2001 


$/boe 

$ 26.86 
(5.36) 
(7.26) 
0.63 
14.87 
(0.60) 
14.27 
(1.81) 
(0.88) 


11.58 
(6.84) 
(1.72) 


The Company's total adjusted operating netback increased by 70% to $5,602,138 during 2002 from 
$3,287,684 in 2001. The per boe adjusted operating netback increased by 28% to $18.33/boe from 
$14.27/boe in 2001, while the funds generated per boe from operations increased by 25% to $14.44/boe 
from $11.58. The increases recorded in the per boe netbacks reflect the increases in average commodity prices, 


in average royalty costs, production expenses and general and administrative costs as well as the reduced 


hedging costs and other income experienced during 2002. 


Netback by product 


Oil and liquids 
Conventional Heavy Natural Gas 2002 Total 
2002 Production 520 bbls/day 210 bbls/day 639 mcf/day 837 boe/day 


Production revenue 
Royalties, net ARTC 
Operating expense 


($ 000's) ($/bbI) — ($ 000's) ($/bbl) 


($ 000's) ($/mcf) _($ 000's) ($/boe) 
$ 849 $ 3.64 $10,001 $32.72 


(218) (0.94) (1,939) (6.34) 
(475) (2.03) (2,403) (7.86) 


Field netback 


$7,189 $37.84 $1,962 $25.58 
(1,702) (8.95) (19) (0.24) 
(1,416) (7.45) (512) (6.67) 
$ 4,071 $21.44 $1,431 $18.67 
Oil and liquids 
Conventional Heavy 


$ 156 $ 0.67 $ 5,659 $18.52 


Natural Gas 2002 Total 


2001 Production 


323 bbls/day 226 bbls/day 


496 mcf/day 632 boe/day 


Production revenue 
Royalties, net ARTC 
Operating expense 


($ 000's) ($/bbl) — ($ 000's) ($/bbl) 
$4114 $35.21 $1,235 $14.94 
(981) (8.34) (93) (1.13) 
(871) (7.40) (621) (7.51) 


($ 000's) ($/boe) 
$6,193 $26.86 


(1,236) (5.36) 
(1,675) (7.26) 


($ 000's) ($/mcf) 
$ 815 $ 4.49 
(162) (0.90) 
(183) (1.01) 


Field netback 


Production revenue 


G2 Sia % BA G30 


$ 470 $ 258 $3,282 $14.24 


Gross petroleum and natural gas revenues increased by 62% in 2002 to $10,000,886 from $6,193,334 in 
2001. The increase in production revenues is attributable to a combination of a 33% increase in production 


volumes in 2002 and a 22% increase in per boe average commodity prices. The Company's average field 
commodity price for 2002 improved to $32.72/boe compared to $26.86/boe in 2001. 
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During 2002, Crispin was party to a number of crude oil hedging contracts. Combined, these contracts resulted 
in the realization of a $109,973 hedging loss during 2002, compared to a $139,520 hedging loss during 2001. 
The company treats its hedging gains and losses as adjustments to gross revenues. The 2002 loss resulted in a 
revenue adjustment of $0.36/boe compared to $0.60/boe revenue adjustment in 2001. 


2002 2001 
$000's % Sales = Volume wt $/unit $000's % Sales Volume $/unit 
(boe) re (boe) La 
Crude oil - Light $ 7,189 71.9 190,003 $37.84 $4114 67.0°°1117;683 Sam 
Crude oil — Heavy 1,962 19.6 76,702 25.58 12385 ENS) 82,658 14.94 
Total crude oil 9,152 91.5 200,341 34.31 5,379 86.9 200,341 26.85 
Natural gas 849 8.5 38,909 3.64 815 Sie 30,199 4.49 


Total field revenue (boe) $ 10,001 100.0 305,614 $32.72 $6,193 100.0 230,540 $26.86 


BI Insurance - - - - 111 - - 0.48 


Hedging loss (110) - = (0.36) (140) = 4/4" (0.60) 


Total net revenue 
(boe @ 6:1) $ 9,891 100.0 305,614 $32.36 $6,164 100.0 230540 $26.74 


Risk management 

Crude oil production is Crispin's primary focus and accounted for 91.5% of total sales during 2002. As a result, 
Crispin is highly sensitive to changes in world crude oil prices. Financial hedging instruments are used to provide 
stability with respect to commodity pricing. During 2002 the Company entered into a number of new 
crude oil forward sales contracts. At year-end, Crispin had two crude oil collars in place; the first for 
200 bopd, establishing a floor price of US $24.00/bbl and a ceiling price of US $28.10/bbl which runs from 
January 1, 2003 to June 30, 2003, the second crude oil collar, also for 200 bopd, establishes a floor price of 
US $24.00/bbl and a ceiling price of US $28.15/bbl which runs from January 1, 2003 to March 31, 2003. 
Subsequent to year-end the Company put protected a further 200 bopd establishing a floor price of 
US$25.00/bbl which is in effect from April 1, 2003 to June 30, 2003 (see note 8 to the consolidated 


financial statements). 


Other income 
Other income is typically comprised of interest income and seismic sales. Other income totaled $53,043 for 
2002 ($145,320 - 2001). For the year ended December 31, 2001 other income of $145,320 included 


$111,500 in business interruption insurance proceeds. 


Royalties 
Total royalty expense, net of ARTC, increased 57% to $1,938,968 in 2002 from $1,236,712 in 2001. The 


increase in total royalty expenses is due to the combination of a 61% increase recorded in production revenues 


and a 33% increase in sales volumes. 


The Company's overall effective royalty rate averaged 19% in 2002 compared to 20% in 2001. On a dollar 
per boe basis the Company's royalty cost increased 18% to $6.34/boe from $5.36/boe in 2001. The year over 
year increase in the average royalty cost per boe is attributable to the 22% increase in average commodity 
prices realized in 2002. 


2002 2001 
$000's %Sales $/unit $000's % Sales $/unit 
Crude Oil - Light $1,716 2329 9.03 $1,001 24.1 8.50 
Crude Oil - Heavy 19 1.0 0.24 OS} 7.6 AoAlS 
Crude Oil Total 1,735 18.9 6.50 1,094 20.3 Deol 
Natural Gas 218 25.7 0.94 162 19:9 0.90 
ARTC (14) (0.1) (0.05) (20) (0.3) (0.09) 


Total (boe) } $1,939 19.4 6.34 $1,236 20.0 5.36 


It is expected that the Mann Lake heavy oil project will payout during 2003, at which time the royalty burden 
on the property will change from a flat 1% of gross sales to a 25% net profits interest. The Company does not 
utilize its full limit under the rules governing the Alberta Royalty Tax Credit (“ARTC”) and could therefore 
derive a significant benefit from the program as drilling operations are undertaken on crown lands. 


Production expenses 
Total production expenses were up 43.5% to $2,402,850 in 2002 from $1,674,738 in 2001. On a boe basis, 
the 2002 average production expense increased by 8.2% to $7.86/boe from $7.26/boe in 2001. 


Heavy oil production expenses decreased by 11% to $6.67/bbl from $7.51/bbl in 2001. The decrease in the 
per barrel heavy oil production expenses is a combined function of the higher levels of production from the 
Mann Lake property which has resulted in some economies of scale being realized during 2002, as well as lower 
energy and sand handling costs. 


Light oil production expenses increased by 1.0% to $7.45/bbl for 2002 from $7.40/bbl for 2001. Light oil 
production increases at both Sousa and at Ewing Lake helped to keep the per barrel operating expenses 
relatively unchanged despite generally rising field costs. 


Production expenses associated with natural gas averaged $2.03/mcf during 2002, as compared to $1.01/mcf 
in 2001, the increase is entirely the result of minimum compression, processing and gathering fee's on the 
Sousa gas production. 


2002 2001 
$000's $/unit $000's $/unit 
Crude Oil - Light $ 1,416 $ 7.45 $ 871 $ 7.40 
Crude Oil - Heavy 512 6.67 621 WAo it 
Crude Oil Total 1,928 7.23 1,492 7.45 


Natural Gas & other 475 2.03 183 1.01 
Total (boe) $2,403 $ 7.86 $1,675 $ 7.26 
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General and administrative expense 

General and Administrative expenses, net of recoveries and capitalized costs, increased by 97% to $821,437 
in 2002. At the end of 2002 Crispin had 9 full time employees. On a $/boe of production basis, general and 
administrative expense increased by 48% during 2002 to $2.69/boe from $1.81/boe in 2001. The increase in 
both the per boe and total general and administrative expenses is attributable to higher staffing levels for 2002. 
Management anticipates reductions to the boe cost of the G&A as new production is brought on-stream during 
2003. The Company's 2002 exit production rate was approximately 870 boe/d (6:1), as compared to the 2002 
full year average of 837 boe/d. 


2002 2001 
7 af ae ‘ ; $000's: é aes, $/boe $000's $/boe 
Gross G&A $ 1,311.2 $ 4.29 $ 757.3 $ 3.29 
Overhead recoveries (146.5) (0.48) (119.9) (0.52) 
Capitalized G&G Fa ete (343.3) A142) (220.2) (0.96) 
Net G&A expense $ 821.4 $ 2.69 § 417.2 $ 1.81 


Interest expense 

Interest expense increased to $299,371 in 2002 from $202,199 in 2001, the result of increased average 
borrowings by the Company during 2002. On a per boe basis, interest expense totalled $0.98/boe in 2002 
compared to $0.88/boe in 2001. 


Business development expense 
Business development expense is comprised of costs incurred and expensed, to evaluate various significant 
business acquisition opportunities. Business development expenses during 2002 totaied $59,223 ($0.20/boe). 


Funds from operations 

Funds from operations increased 65% to $4,413,108 in 2002 compared to $2,668,246 for 2001. Funds per 
weighted average share outstanding increased by 57% to $0.10 ($0.10 diluted) for 2002, funds per boe 
increased by 25% in 2002 to $14.44/boe from $11.58/boe in 2001. 


2002 2001 

Funds from operations ($) 4,413,108 2,668,247 
Per share basic ($) 0.10 0.06 
14.44 11.58 


Funds per boe ($) 


Depletion, depreciation and future site expense 

Depletion and depreciation charges for 2002 increased to $2,380,130 from $1,513,191 for 2001. On a boe 
basis depletion and depreciation was $7.79/boe in 2002 compared to $6.56/boe for 2001, an increase of 19%. 
The increase in the per boe depletion and depreciation rate is attributable to non-reserve addition capital 


expenditures (facilities) and downward revisions to the proven non-producing reserves. 


The future site restoration provision totaled $103,365 ($0.34/boe) for 2002, compared to $55,823 
($0.24/boe). The increase in the provision is attributable to both increased production volumes and an increase 
in the overall amount to be provided for over the life of the remaining reserves. 


Income and other taxes 

The provision for future income taxes was $742,249 for 2002, compared to $396,791 for 2001. The 
87% increase in the future income tax provision is primarily a function of the 78% increase in pre-tax net 
income for 2002. The company did not pay any cash income taxes during 2002. Capital taxes, which are based 
on year-end equity and debt levels, totaled $9,000 for 2002. 


At December 31, 2002 the Company had accumulated tax pools of $13,019,613 available for application 
against future taxable earnings, subject to confirmation by income tax authorities, as follows: 


Canadian Oil & Gas Property Expense 3,397,144 
Canadian Development Expense 1,425,381 
Canadian Exploration Expense 2,715,687 
Undepreciated Capital Costs (various) 4,630,810 
Cumulative Eligible Capital 1,626 
Share issue costs 35,790 
Attributable Crown Royalty Income 289,676 
Net-capital losses 514,500 
Non-capital losses carried forward for income tax purposes 9,000 

$ 13,019,614 


The accumulated non-capital losses expire if not utilized to reduce future taxable income, primarily in 2003. 


Net earnings 

Net earnings, before extra ordinary items, increased 71% to $1,187,363 ($0.03 per share basic and diluted) in 
2002 from $694,230 ($0.02 per share basic and diluted) in 2001. Net earnings after the provision for the extra 
ordinary gain was $1,309,668 ($0.03 per share basic) in 2002. The Company achieved a 16.3% after-tax 
return on weighted average equity during 2002 compared to a 2001 return on weighted average equity 
of 10.2% 


2002 2001 
Net earnings ($) 1,309,668 694,230 
Net earnings per share basic and diluted ($) 0.03 0.02 
Net earnings per boe ($) 4.29 3.01 
Return on equity (%) 16.3 10.2 


Ceiling test 

The ceiling test is a cost recovery test and is not intended as a estimate of fair market value. The test compares 
the value of the proven reserves, calculated using period-end prices, to the book value of those reserves. In 
periods of rapid price fluctuations however, average prices over a specified period may be used in the 
calculation. The test takes into consideration royalties, operating cost, interest, G&A expenses and taxes. 
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If the value of the future net revenues from proven reserves is determined to be less than the book value of 
the reserves a write down of the book value of the reserves must be taken. At December 31, 2002 there was 
no impairment in the carrying value of the property and equipment book values using year-end pricing held 
constant throughout the life of the remaining reserves. 


Capital expenditures 
The 2002 capital expenditure program was financed primarily through the use of existing credit lines and cash 
flow generated from operations. Net capital expenditures totalled $2,874,395 in 2002. 


($ thousands) 2002 2001 
Land and rentals 135.6 697.7 
Seismic 99.5 67.2 
Drilling and completions 896.5 1,669.9 
Acquisitions, net 115.6 2,730.2 
Capitalized G&A 343.3 220.2 
Facility and equipment 1,210.3 2,205.6 
Administrative assets 73.6 17.2 
Total capital expenditures 2,874.4 7,608.0 


Finding and development costs 

Finding costs are presented for the years 2002, and the three year 2000-2002 cumulative. In calculating finding 
and development costs, there are often a number of inconsistencies between periods created by the timing of 
investments and the phase of the exploration cycle. This is particularly related to facility and land costs, as well 
as the recognition and revision of reserves. Accordingly, three-year calculations can be a more meaningful 
reflection of a company's ongoing ability to find reserves than a one-year calculation. 


The Company continues to emphasize the addition of proved producing reserves to the Company's assets base. 
After giving effect to production volumes over the past three year period, the Company has increased proved 
producing reserves by 107% (an increase of 2.07 times). Capital expended on land, facilities and the moving 
of proved non-producing and probable reserves to the proved producing category resulted in inflated total 
proved and total proved plus probable finding and development costs. Approximately 42% of total capital was 
expended on facility development during 2002, substantially distorting finding and development costs. In 
addition, the migration of the Company's independent reserve evaluation to Gilbert Laustsen Jung Associates 
Ltd. from Outtrim Szabo Associates Ltd. resulted in a significant downward technical revision to proved 
non-producing and probable reserves, primarily relating to one well in the Sousa area. Finding and 
development costs are presented below both inclusive of and before technical revisions. 


Finding & developing 


One year Three year 
($/boe) 2002 2000 — 2002 
Inclusive of technical revisions 
Proved producing 8.91 10.08 
Total proved 38.74 24.12 
Proved & probable 14.36 (OAs 
Prior to technical revisions 
Proved producing 9.39 11.43 
Total proved 7.50 10.53 
Proved & probable 533 SH 


Gas converted to boe's at 6:1 


Recycle ratio 

Reserve recycle ratio is used as one measure of a company's capital efficiency. By relating operating netbacks 
to finding and development costs, a company's ability to re-invest discretionary cash flow is evaluated. A ratio 
greater than 1 implies value creation. Crispin targets a ratio of 1.5 or greater to allow for the impact of variables 
such as commodity price, thereby ensuring value creation through all parts of the commodity price cycle. 


Results are similar to the finding and development costs. The company's continued emphasis on proved 
producing reserve additions in 2002 is evident as both the 2002 and three year average recycle ratio on proved 
producing reserves exhibit strong results. Recycle ratio is presented using finding and development costs net of 
technical revision. The results would be substantially better prior to the technical revisions. 


Recycle Ratio 

2002 3 year 
Inclusive of technical revisions 
Proved producing 2.08 Wee 
Total proved 0.48 0.74 
Proved & probable 1.29 0.93 


Liquidity and capital resources 

The Company had a net working capital deficit of $347,454 and an overall net debt position of $4.0 million at 
the end of 2002. At year-end 2001 the Company had a net working capital deficit of $527,830 and net debt 
of $6.2 million. 


The Company has a $6,500,000 revolving operating demand loan facility and a $5,000,000 non-revolving 
acquisition and development demand loan facility with the National Bank of Canada. As of December 31, 2002 
Crispin had drawn a total of $3,650,000 on the revolving operating demand loan facility and $ nil on the 
non-revolving acquisition and development demand loan facility. The annual borrowing base review for this 
loan facility is scheduled for May 2003. 
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Equity 

During the year, 275,000 employee share purchase options were exercised, 750,000 common shares and 
1,554,545 flow-through common shares were issued. In total 2,579,545 common shares were issued for gross 
proceeds of $703,250. The carrying value of the common shares has been reduced by $209,336 reflecting the 
tax benefits of exploration and development expenditures renounced to the shareholders pursuant to the 
flow-through share agreements. 


Capital requirements 

The Company will continue to finance its activities through future equity offerings, internally generated cash 
flow and existing bank credit lines. The Company's intends to use these sources of funding to pursue expansion 
in existing project areas. The possibility does exists that the various sources of financing currently available to 
the Company may not be available when required, or may not be attainable in the amounts, or on terms 
acceptable to the Company when required to finance Crispin's ongoing activities. 


Normal course issuer bid 

During April 2002, the Company filed a notice of intention to make a normal course issuer bid with the 
TSX Venture Exchange under which the Company could acquire up to 2,000,000 or 6.6% of the public float 
(non-insiders, associates or affiliates thereof) through the facilities of the TSX Venture Exchange. All shares 
purchased by Crispin under the issuer bid are returned to treasury and cancelled. To December 31, 2002 Crispin 
had not re-purchased any common shares under the current Normal Course Issuer Bid. 


Net asset value 
Crispin's net asset value at December 31, 2002 using established reserves was $0.33 per share basic 
($0.32/share diluted). At December 31, 2001 net asset value was $0.32/share basic and diluted. The following 


table summarizes the net assets value calculation: 


($ thousands) i Se i ca Rete aes oie fis 2002 2001 
Reserves discounted at 10% pre-tax () ($) 17,564 18,571 
Undeveloped land °) ($) 1,303 1,307 
Working capital deficit ($) (347) (528) 
Bank Debt ($) WORT ith (3,650) (5,700) 
Net asset value — basic ($) ~ i ‘ 14,870 13,650 
Proceeds of stock options rei, Wises mets ee, 968 BES 522 
Net asset value — diluted ($) : oe Oy ie Cran ‘ 15,838 14,172 
Diluted common shares (000’s) 3) 48,976 44,796 
Per share amounts (4) 

Basic $°) 0:33 $ 0.32 

Diluted Sue SownO se 


RL 
(1) Established reserves, see reserves summary section for discussion. 

(2) Undeveloped land is evaluated on a property specific basis. 

(3) Diluted shares includes shares outstanding plus outstanding options at December 31, 2002. 

(4) Using the April 1, 2003 GU price forecast, the NAV is $0.41/share basic and $0.39/share diluted as at December 31, 2002. 


Business risks 

As a junior petroleum and natural gas explorer, developer and producer Crispin is faced with various risks 
inherent to the oil and gas industry that are outside of management's control. These include, exploration 
uncertainty, access to processing and shipping facilities, commodity price fluctuation, interest and foreign 
exchange rate risks, conditions affecting the supply and demand for hydrocarbons, government regulations, 


royalty and tax structures and environmental protection. 


The oil and gas industry in western Canada is highly competitive and Crispin competes with other oil and gas 
company's that have greater resources. The Company's continued success will depend upon its ability to find 
new hydrocarbon reserves at a low cost through exploration, development and acquisition and in conducting 
its operations in a cost-effective manner. 


Management attempts to mitigate the various forms of risk inherent in the industry in a number of ways, 
including: employing experienced and motivated staff, utilizing new technologies, controlling and reviewing 
ongoing costs, generating new economic projects in areas where the Company has a good understanding 
of the geological risks and potential, diversification of commodity mix, use of financial hedging instruments, 
and maintaining sufficient levels of business, comprehensive and property insurance to safeguard the 
Company's assets. 


Environment and Safety 

The oil and gas industry is subject to environmental regulation under federal and provincial legislation. 
Some of the Company's operations are in environmentally sensitive areas. Crispin is committed to 
conducting its operations in a manner that minimizes environmental impact and the likelihood of 
environmental damage. Environmental reviews are completed as part of the Company's due diligence when 
new property acquisitions are made. Additionally, the Company has implemented a program to review all of 
its’ producing properties on a rotating basis to assess and monitor the environmental impact of our operations. 
Management estimates and provides for its liability in respect to reclamation and restoration of lands upon 
which its operations are conducted. 


Crispin maintains a safety policy that is designed to comply with current government regulations for the oil and 
gas industry. Employees’ and field contractors receive necessary training, follow the Company's safety manual 
and the policies set out by Occupational Health and Safety regulations. The Company monitors these standards 
to ensure compliance with any change to the policies or regulations. Regular safety audits are undertaken to 
ensure that all operations comply with government regulations and industry standards and to identify 
opportunities to reduce the risks associated with field operations. The Company also maintains a formal 
Emergency Response Plan (ERP) detailing procedures that employees and contractors must follow in the event 
of an emergency. 
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Corporate Governance 


In 1995, the Toronto Stock Exchange (the “TSX"), through its Committee on Corporate Governance, 
established certain guidelines for corporations to follow to effect appropriate corporate governance. 
(the “TSX Guidelines"). The TSX published proposed amendments to the TSX Guidelines in April 2002 and 
November 2002 which have not, as of yet, been adopted. Effective December 31, 2002, the TSX Venture 
Exchange requires that Tier | issuers, of which the Corporation is one, provide disclosure of information about 
their corporate governance practices in relation to the TXS Guidelines. 


The Corporation has established policies and procedures adopting certain of the TXS Guidelines which the 
Board of Directors (the “Board") have determined are important to meet corporate objectives and direction 
while at the same time providing for the best interests of the Corporation and its shareholders. Listed below 


are the 14 TXS Guidelines and a brief discussion of the Corporation's compliance with the TXS Guidelines. 


1) The Board should explicitly assume responsibility for stewardship of the Corporation, and specifically for 
adoption of a strategic planning process, identification of principal risks, succession planning and monitoring 
communications policy and integrity of internal control and management information systems 

The Board of Directors acknowledges its responsibility for the stewardship of the Corporation in overseeing the 


business and affairs of the Corporation. In particular, the Board: 


e ensures the Corporation has appropriate short and long-term goals and has implemented a strategic 
planning process, which takes into account, among other things, the opportunities and risks of the business. 

e identifies the principal business risks and ensures proper systems are in place to manage these risks and 
protect shareholder value. 

¢ ensures that senior management is of the highest caliber and that adequate systems are in place for the 
appointment, development and monitoring of senior management to facilitate the orderly succession of 
senior management. 

e ensures the Corporation's communication policy enables it to effectively communicate with shareholders, 
other stakeholders and the public generally, including the capital markets. 

e ensures the Corporation has in place adequate internal controls and management information systems. 


2) A Majority of directors should be “unrelated” (free from conflicting interes). 
The Board of Directors is comprised of 5 members, all of whom have extensive and varied business experience. 
The majority of the directors are “unrelated directors", as such term is defined by the TXS Guidelines. The 


Corporation does not have a significant shareholder with the ability to exercise a majority of the votes for the 


election of directors. 


3) Disclose for each director whether he or she is related, and how that conclusion was reached 
All of the members of the Board of Directors of the Corporation are non-management “unrelated directors” 
with the exception of Mr. Murray Nunns, President and CEO and Mr. William Bradley, Executive Vice President, 


who each are management directors and therefore related. 


4) Appointment of a Committee responsible for appointment/assessment of directors. 

At this time, the Board believes that it is important to have the input of the full Board with respect to the 
appointment/assessment of directors. Accordingly, the Board as a whole reviews any proposed new nominee 
for the Board. 


5) Implement a process for assessing the effectiveness of the Board, its Committees and 
individual directors. 

Responsibility for the assessment of the effectiveness of the Board as a whole, the committees of the Board 
and the contribution of individual directors remains with the full Board and are dealt with through the actions 
of the entire Board. The Board believes that, as a whole, it is best positioned to make such assessment and 
ensure that individual directors, and the whole Board is acting in the best interests of shareholders with a view 


to enhancing shareholder value. 


6) Provide orientation and education programs for new directors. 
The Corporation provides orientation to new directors on an informal basis upon them being invited to join the 


Board of Directors based upon the director's background and knowledge of our business and operations. 


7) Consider reducing size of Board, with a view to improving effectiveness. 

The Corporation's Articles of Association restrict the size of the Board to a maximum of 7 members. The current 
size of the Board is 5 directors. With the Corporation's growth and its plans for the future, the Corporation 
believes the size of the Board should be increased to 6 directors, in order to fulfill the Board's mandate and 


those of its committees and facilitate effective decision-making. 


8) Review the compensation of directors in light of risks and responsibilities. 


The Board created the Compensation Committee comprised of “unrelated directors" who are: 


e Glen Phillips 

e Robert Eldridge 

One of its key functions is to review the adequacy and form of directors’ compensation and make 
recommendations designed to ensure the directors’ compensation realistically reflects the responsibilities of the 
Board of Directors. It is also responsible for the overall approval of the Corporation's compensation policies and 
levels of compensation. 


9) Committees should generally be composed of outside directors, a majority of whom are unrelated. 


The Board has established three committees: 


(i) the Compensation Committee as described in paragraph 8; 

(ii) the Audit Committee as described in paragraph 13; and, 

(iii) the Reserve Committee comprised of a majority of non-management “unrelated directors" who are: 
¢ Glen Phillips 
e John Burns 


e Murray Nunns 
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The Reserve Committee communicates directly with the Corporation's external independent engineering firm 
to review the qualifications of and procedures used by the independent engineers in determining the estimate 


of the Corporation's quantities and value of petroleum and natural gas reserves remaining. 


10) The Board, or a committee of directors, should expressly assume responsibility for developing the 
Corporation's approach to corporate governance issues 
The Board as a whole has assumed the responsibility for developing the Corporation's approach to governance 


issues and is responsible for the Corporation's response to these governance guidelines. 


11) The Board, together with the CEO, should develop position descriptions for the Board and for the Chief 
Executive Officer, and the Board should approve or develop corporate objectives, which the Chief Executive 
Officer is responsible for meeting. 

The President and CEO is accountable to the Board for meeting corporate objectives. The Board has delegated 
to the President and CEO the responsibility for the day-to-day management of the business of the Corporation, 
subject to compliance with plans and objectives approved from time to time by the Board, against which the 
performance of the President and CEO is assessed. Any responsibility that is not delegated to the President and 


CEO or a Board committee remains with the full Board. The Board approves all plans and corporate objectives. 


12) Establish procedures to enable the Board to function independently of management 

The Board of Directors has functioned and is of the view that it can continue to function independently of 
management. The chairman is not a member of management, and is an “outside” and “unrelated” director. 
The Board and any committee of the Board can meet without management present whenever appropriate or 


deemed necessary. 


13) Establish an Audit Committee with a specifically defined mandate (all members should be 
non-management directors). 
The Board created the Audit Committee, which meets all statutory requirements and is comprised of: 


e Robert Eldridge 

e John Burns 

Each of whom are non-management “unrelated directors". The Board has determined that all members of the 
Committee are “financially literate” and at least one member has accounting or related “accounting or related 
financial experience”, as such terms are defined by the proposed TSX Guidelines. The Audit Committee 
communicates directly with the Corporation's external auditors both with management and independent of 
management and is responsible for monitoring the preparation and audit of the Corporation's financial 
statements and the establishment of appropriate internal controls. The Audit Committee and the Board has 
adopted “Terms of Reference” which outline the purpose of the Committee, its composition, procedures, and 
organization; and, its role and responsibilities. 

Additionally, the Audit Committee acts to ensure that management has responsibility and effectively discharged 


its responsibility to design and implement a system of internal controls. 


14) Implement a system to enable individual directors to engage outside advisors, at Corporation's expense. 
The full Board or any member of the Board can engage outside advisors at the expense of the Corporation in 


appropriate circumstances. 


Board/Management Roles and Relationship 

Management is responsible for the development of overall strategy and the preparation and implementation 
of related business plans. The role of the Board is to review and ultimately approve the long-term strategies 
and plans for Crispin. The Board relies significantly on the information and analysis provided by management. 


It has confidence in management's skills and administrative abilities. 


The Board considers certain decisions are of sufficient importance that management will seek prior approval of 
the Board, such as: 


° The approval of the annual capital and operating budget and any material changes to this budget; 

e Entering into forward pricing arrangements beyond 50% of current production volumes; 

° The acquisition or sale of significant oil and natural gas assets in excess of pre-established guidelines; 
* Entering fixed interest rate or fixed exchange rate arrangements; 

e All new debt or equity financing; 

e Changes to management group; 

e All matters as required under the Business Corporations Act Alberta, 

¢ Significant changes in corporate policies, goals or objectives. 

The Board meets on a regular quarterly basis and otherwise as required. 


Insider Trading Guidelines 

The Company has implemented Insider trading guidelines which state that there will be an automatic trading 
black out for all employees, directors and contract staff for a period of fourteen (14) calendar days prior to and 
five (5) calendar days after the release of quarterly and financial statements. Additionally, trading blackouts for 
employees, directors and consultants will be put in place at the discretion of the directors or senior 


management as required when material issues, activities or transactions warrant. 
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Management's Report to the Shareholders 


The accompanying consolidated financial statements and all information in the Annual Report are the 
responsibility of management. The consolidated financial statements have been prepared by management in 
accordance with the accounting policies in the notes to financial statements. When necessary, management has 
made informed judgments and estimates in accounting for transactions which were not complete at the 
balance sheet date. In the opinion of management, the financial statements have been prepared within 
acceptable limits of materiality, and are in accordance with Canadian generally accepted accounting principles 
(GAAP) appropriate in the circumstances. The financial information elsewhere in the Annual Report has been 
reviewed to ensure consistency with that in the consolidated financial statements. 


Management has prepared Management's discussion and analysis (MD & A). The MD & A is based upon the 
Company's financial results prepared in accordance with Canadian GAAP. The MD & A compares the audited 
financial results for the twelve months ended December 31, 2002 to December 31, 2001. 


Management maintains appropriate systems of internal control. Policies and procedures are designed to give 
reasonable assurance that transactions are properly authorized, assets are safeguarded and financial records 
properly maintained to provide reliable information for the preparation of financial statements. 


KPMG LLP, an independent firm of Chartered Accountants, was engaged, as approved by a vote of 
shareholders at the Corporation's most recent annual general and special meeting, to audit the consolidated 
financial statements in accordance with generally accepted auditing standards in Canada and provide an 
independent professional opinion. 


The Audit Committee of the Board of Directors, which is comprised of two directors who are not employees 
of the Corporation, has discussed the consolidated financial statements, including the notes thereto, with 
management and external auditors. The consolidated financial statements have been approved by the Board 
of Directors on the recommendations of the Audit Committee. 


President and Vice-President Finance 
Chief Executive Officer and Chief Financial Officer 
March 17, 2003 
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Auditors’ Report to the Shareholders 


We have audited the consolidated balance sheet of Crispin Energy Inc. as at December 31, 2002 and the 
consolidated statements of earnings and retained earnings and cash flows for the year then ended. 
These financial statements are the responsibility of the Company's management. Our responsibility is to express 
an opinion on these financial statements based on our audit. 


We conducted our audit in accordance with Canadian generally accepted auditing standards. Those standards 
require that we plan and perform an audit to obtain reasonable assurance whether the financial statements are 
free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts 
and disclosures in the financial statements. An audit also includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating the overall financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the financial 
position of the Company as at December 31, 2002 and the results of its operations and its cash flows for the 
year then ended in accordance with Canadian generally accepted accounting principles. 


The consolidated financial statements as at December 31, 2001 and for the year then ended were audited 
by other auditors, who expressed an opinion without reservation on those statements in their report, dated 
April 9, 2002. 


37, 


2002 AR 


KPMG i.:e 


CHARTERED ACCOUNTANTS 
Calgary, Canada 
March 17, 2003 


Consolidated Balance Sheets 


as at December 31, 


2002 2001 
ASSETS 
Current assets 
Accounts receivable $ 1,608,857 $ 1,169,570 
Prepaids and deposits 106,689 79,506 
1,715,546 1,249,076 
Property and equipment (note 3) 13,787,320 13,333,056 
$ 15,502,866 $ 14,582,132 
LIABILITIES AND SHAREHOLDERS’ EQUITY 
Current liabilities 
Cheques issued in excess of cash in bank $ 405,667 $ 340,375 
Accounts payable and accrued liabilities 1,657,333 1,436,531 
Bank debt (note 4) 3,650,000 5,700,000 
5,713,000 7,476,906 
Future site restoration and abandonment 229,267 125,902 
Future income taxes (note 5) 893,891 104,611 
Shareholders’ equity 
Share capital (note 6) 5,052,138 4,569,811 
Retained earnings 3,614,570 2,304,902 
8,666,708 6,874,713 
Commitments (note 9) 
$ 15,502,866 $ 14,582,132 


companying notes to consolidated financial statements 


On behalf of the Board of Directors 


| 


MURRAY R. NUNNS 
Director 


NEM Raiden 


ROBERT H. ELDRIDGE 
Chairman 
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Consolidated Statements of Earnings and Retained Earnings 


Years ended December 31, 


2002 2001 
Revenue 
Petroleum and natural gas sales $ 9,890,913 $ 6,053,814 
Royalties, net of Alberta Royalty Tax Credit (1,938,968) (1,236,712) 
Other 53,043 145,320 
8,004,988 4,962,422 
Expenses 
Operating 2,402,850 1,674,738 
General and administrative 821,437 417,239 
Interest 299,371 202,199 
Business development 59,223 - 
Depletion, depreciation and amortization 2,483,495 MPO Tage25 
6,066,376 3,871,401 
Earnings before taxes and extraordinary gain 1,938,612 1,091,021 
Taxes (note 5) 
Capital tax 9,000 - 
Future income taxes 742,249 396,791 
751,249 396,791 
Earnings before extraordinary gain 1,187,363 694,230 
Extraordinary gain (note 2) 122,305 = 
Net earnings 1,309,668 694,230 
Retained earnings, beginning of year 2,304,902 1,610,672 
Retained earnings, end of year $ 3,614,570 $ 2,304,902 
Basic and diluted earnings per share (note 5) 
Before extraordinary gain $ 0.03 $ 0.02 
Net earnings $ 0.03 $ 0.02 


See accompanying notes to consolidated financial statements 


Consolidated Statements of Cash Flows 


Years ended December 31, 


2002 2001 

Cash flow provided by (used for): 
Operating activities 
Net earnings $ 1,309,668 $ 694 230 
Items not involving cash: 

Depletion, depreciation and amortization 2,483,495 1577225 

Future income taxes 742,249 396,791 

Extraordinary gain (122,305) - 
Funds from operations 4,413,107 2,668,247 
Change in non-cash working capital (note 7) (205,227) (435,643) 
Cash flow from operating activities 4,207,880 2,232,604 
Financing activities 
Advances (repayments) of bank debt (2,050,000) 5,025,000 
Advances (repayment) of obligations under capital lease (40,440) 83,084 
Issuance of common shares 703,250 190,000 
Repurchase of common shares - (27,293) 
Share issue costs (11,587) - 
Cash flow from financing activities (1,398,777) 5,270,791 
Investing activities 
Additions to petroleum and natural gas properties (3,283,750) (7,642,050) 
Proceeds on disposition of petroleum 
and natural gas properties 409,355 34,000 
Cash flow from investing activities (2,874,395) (7,608,050) 
Increase in cheques issued in excess of cash in bank (65,292) (104,656) 
Cheques issued in excess of cash in bank, beginning of year (340,375) (235,719) 
Cheques issued in excess of cash in bank, end of year $ (405,667) $ (340,375) 
Funds from operations per share (note 5) 

Basic $ 0.10 $ 0.06 

Diluted $ 0.10 $ 0.06 


consoliaated financial statements 
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Notes to Consolidated Financial Statements 
Years ended December 31, 2002 and 2001 


1. Significant accounting policies 


(a) Nature of business 


Crispin Energy inc. (the “Company”) is engaged in the exploration, development and production of petroleum and 
natural gas in Western Canada. 


(b) Basis of preparation 


The consolidated financial statements include the accounts of the Company and its wholly-owned subsidiaries. 


(c) Joint operations 
Substantially all of the Company's exploration, development and production activities are conducted jointly 
with others and accordingly, the Company only reflects its proportionate interest in such activities. 


(d) Petroleum and natural gas properties 

The Company follows the full cost method of accounting for petroleum and natural gas operations, 
whereby all costs related to the acquisition, exploration and development of petroleum and natural gas 
reserves are capitalized. Such costs include lease acquisition costs, geological and geophysical costs, carrying 
charges of non-producing properties, costs of drilling both productive and non-productive wells, the cost of 
petroleum and natural gas production equipment and overhead charges directly related to exploration and 


development activities. 


The Company conducts a cost recovery ceiling test to ensure capitalized costs less accumulated depletion and 
depreciation, future income taxes and the accumulated provision for future site restoration costs do not exceed 
the estimated future net revenues plus the cost of unproved properties, net of impairments. The future net 
revenues are calculated based on proved reserves, using year-end prices and costs. Estimated future capital 
costs, recurring general and administrative expenses, future financing costs, future site restoration costs, and 
income taxes are deducted in determining future net revenues. Any amount carried on the balance sheet in 
excess of the ceiling test limit is charged to current operations as additional depletion. 


Proceeds from the disposition of petroleum and natural gas properties are applied against capitalized costs 
except for dispositions that would change the rate of depletion and depreciation by 20% or more, in which 


case a gain or loss would be recorded. 


Capitalized costs, together with estimated future capital costs associated with proved reserves, are depleted 
and depreciated using the unit-of-production method based on estimated gross proved reserves of petroleum 
and natural gas as determined by independent petroleum engineers. For purposes of this calculation, 
reserves and production are converted to equivalent units of petroleum based on relative energy content of 
six thousand cubic feet of natural gas to one barrel of petroleum. Costs of significant unproved properties, 
net of impairments, are excluded from the depletion calculation. These properties are assessed periodically to 
ascertain whether impairment has occurred. When proved reserves are assigned or the property is 
considered to be impaired, the cost of the property or the amount of the impairment is added to the 


costs subject to depletion. 


Other assets, which is comprised of office equipment and furniture and fixtures, are recorded at cost and are 
depreciated over their useful life on a declining balance basis at 30%. 


(e) Future site restoration and abandonment costs 

A provision for future site restoration and abandonment costs, including the removal of production facilities at 
the end of their useful lives, and net of salvage values, is provided for over the estimated life of the proved 
reserves using the unit of production method. Costs are estimated each year by management, in consultation 
with engineers, based upon current regulations and industry practices. The annual charge is recorded as 
additional depletion and depreciation. Actual costs incurred are charged against the accumulated liability. 


(f) Derivative financial instruments 
The Company uses derivative financial instruments from time to time to hedge its exposure to commodity price 
risk, The Company does not enter into derivative financial instruments for trading or speculative purposes. 


The derivative financial instruments are initiated within the guidelines of the Company's risk management 
policy. This includes linking all derivatives contracts to specific firm commitments or forecasted transactions. 
The Company believes the derivative financial instruments are effective as hedges, both at inception and 
over the term of the instrument, as the term and notional amount do not exceed the Company's firm 
commitment or forecasted transaction and the underlying basis of the instrument, commodity price, matches 
the Company's exposure. 


The Company enters into hedges of its exposure to petroleum and natural gas commodity prices by entering 
into crude oil and natural gas swap contracts, options or collars, when it is deemed appropriate. These 
derivative contracts, accounted for as hedges, are not recognized on the balance sheet. Realized gains and 
losses on these contracts are recognized in petroleum and natural gas revenue and cash flows in the same 
period in which the revenues associated with the hedged transaction are recognized. Premiums paid or received 
are deferred and amortized to earnings over the term of the contract. 


Gains and losses resulting from changes in the fair value of derivative contracts that do not qualify for hedge 
accounting are recognized in earnings when those changes occur. 


(g) Flow-through shares 

Flow-through shares are issued at a fixed price and the resultant proceeds are used to fund qualifying 
exploration and development expenditures within a defined time period. The expenditures funded by 
flow-through arrangements are renounced to investors in accordance with tax legislation. Share capital is 
reduced, and future tax liability is increased by the total estimated future income tax cost of the renounced tax 
deductions at the time of the issue, 


43 


2002 AR 


(h) Income taxes 

The Company uses the asset and liability method of accounting for income taxes. Under the asset and liability 
method, future tax assets and liabilities are recognized for the future tax consequences attributable to 
differences between the financial statement carrying amounts of existing assets and liabilities and their 
respective tax bases. Future tax assets and liabilities are measured using enacted or substantively enacted tax 
rates expected to apply to taxable income in the years in which those temporary differences are expected to 
be recovered or settled. The effect on future tax assets and liabilities of a change in tax rates is recognized in 
income in the period that includes the date of enactment or substantive enactment. 


(i) Per share amounts 

Basic per share amounts are computed by dividing net earnings by the weighted average shares outstanding 
during the reporting period. Diluted per share amounts are computed similar to basic per share amounts except 
that the weighted average shares outstanding are increased to include additional shares from the assumed 
exercise of stock options, if dilutive. The number of additional shares is calculated by assuming that outstanding 
stock options were exercised and that the proceeds from such exercises were used to acquire shares of common 
stock at the average market price during the reporting period. 


(j) Stock based compensation 

Effective January 1, 2002, the Company adopted CICA Handbook Section 3870, Stock-Based Compensation 
and Other Stock-Based Payments, which establishes the standards for the recognition, measurement and 
disclosure of stock-based compensation and other stock-based payments made in exchange for goods and 
services provided by employees and non-employees. The standard requires that an intrinsic-value based 
method of accounting be applied to all stock-based payments to non-employees and to employee awards that 
are direct awards of stock, that call for settlement in cash or other assets or are stock appreciation rights that 
call for settlement by issuance of equity instruments. The new standard permits the Company to continue to 
follow previous policy of recording no compensation cost on the grant of stock options to employees and 
directors. Consideration received on the exercise of the stock option is credited to share capital. No restatement 


of prior periods was required as a result of the adoption of the new standard. 


(k) Use of estimates 

The preparation of the financial statements in conformity with Canadian generally accepted accounting 
principles requires management to make estimates and assumptions that affect the reported amounts of 
assets and liabilities and disclosure of contingent assets and liabilities at the dates of the financial statements 
and the reported amounts of revenues and expenses during the reporting periods. Actual results could differ 


from those estimates. 


(I) Comparative figures 
Certain comparative figures have been reclassified to conform with the current year's financial 


statement presentation. 


2. Acquisition of Mulberry Management Ltd. 

Effective November 6, 2002, the Company acquired all of the issued and outstanding shares of Mulberry 
Management Ltd. (“Mulberry”), a private company, which is involved in the exploration, development and 
production of petroleum and natural gas in Western Canada for a cash consideration of $41,100. The 
acquisition has been accounted for by the purchase method of accounting. The accounts include the results of 
Mulberry effective November 6, 2002. 


The fair values of the net assets acquired were as follows: 


Net assets acquired: 


Working capital (including cash of $300) $ 1,100 
Future income tax asset 162,305 
163,405 

Extraordinary gain (122,305) 
Cash consideration $ 41,100 


ee 


3. Property and equipment 


2002 2001 

Petroleum and natural gas properties $ 19,320,672 $ 16,486,278 
Less: Accumulated depletion and depreciation (5,533,352) (8;153°222) 
$ 13,787,320 $ 13,333,056 


During the year ended December 31, 2002, the Company capitalized $343,315 (2001 — $220,199) of general 
and administrative costs related to exploration and development activities. As at December 31, 2002, the 
depletion and depreciation calculation excluded unproved properties of $884,046 (2001 — $887,183). As at 
December 31, 2002, the estimated future site restoration and abandonment costs to be accrued over the life 
of the remaining proved reserves are $647,000 (2001 — $530,100). 


4. Bank debt 


The Company has a $6.5 million revolving operating demand loan facility and a $5.0 million non-revolving 
acquisition and development demand loan facility. Interest is payable on borrowings under the operating 
facility at an interest rate of Canadian prime plus three quarters of one percent and under the acquisition and 
development facility at an interest rate of Canadian prime plus one and one quarter of a percent. These credit 
facilities are subject to an annual borrowing base review, due May 31, 2003, and do not currently call for 
any repayments or availability reductions. Collateral for the credit facility consists of a fixed and floating 
charge demand debenture in the amount of $25.0 million covering the primary petroleum and natural gas 
assets of the Company. As of December 31, 2002 the Company had drawn $3.65 million on its operating 
facility and $ nil on the acquisition and development facility. 
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5. Income taxes 


Income taxes recorded on the statement of operations and retained earnings differ from the tax calculated by 
applying the combined federal and provincial income tax rate to income before taxes as follows: 


December 31, 2002 December 31, 2001 


Corporate tax rate 42.12% 42.62% 
Estimated income tax expense $ 816,543 $ 464,993 
Increase (decrease) in income taxes 
Non-deductible crown charges 354,096 89,426 
Federal Resource Allowance (397,338) (339,079) 
Tax rate reduction (31,052) ee 181,451 
Future income taxes 742,249 396,791 
Capital tax 9,000 zy 
Provision for taxes $ 751,249 $ 396,791 


Future income tax liability consist of the following temporary differences: 


December 31, 2002 December 31, 2001 


Property and equipment (1,022,840) (296,345) 
Site restoration 72,425 40,245 
Capital losses 216,707 219,280 
Non-capital losses 3,791 3,704 
Share issue expense 15,075 147,785 
Other 37,658 - 

(677,184) 114,669 
Less: Valuation allowance __ (216,707) (219,280) 


Future income tax liability (893,891) (104,611) 
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6. Share capital 

Authorized 

Unlimited number of common shares 
150,000 preferred shares 


Issued Common shares 


Number 

of shares Amounts 
Balance at December 31, 2000 41,366,231 $ 4,407,104 
Issued on exercise of Series 2 share purchase warrants 500,000 100,000 
Issued for on exercise of stock options 450,000 90,000 
Common shares repurchased and cancelled (130,000) (27,293) 
Balance at December 31, 2001 42,186,231 $ 4,569,811 
Shares issued for cash 750,000 150,000 
Shares issued on exercise of stock options 275,000 56,250 
Flow through shares issued for cash, net of future taxes of $209,337 1,554,545 287,663 
Share issue costs, net of taxes = (11,586) 
Balance at December 31, 2002 44,765,776 $ 5,052,138 


On February 7, 2002, the Company provided a loan to an officer of the Company to acquire 750,000 common 
shares and 200,000 flow-through common share for aggregate consideration of $200,000. The loan was 
repaid prior to year-end. 


Normal Course Issuer Bid 

On April 15, 2002, the Company filed a notice of intention to make a normal course issuer bid with the TSX 
Venture Exchange under which the Company could acquire up to 2,000,000 or 6.6% of the public float 
(non-insiders, associates or affiliates thereof) through the facilities of the TSX Venture Exchange. The 


Company has not repurchased any common shares during 2002 pursuant to the Normal Course Issuer Bid 
(2001 — 130,000 common shares). 


Flow-through share agreements 

During 2002, the Company entered into flow-through share agreements, whereby the Company agreed to 
issue 1,554,545 flow-through common shares, in consideration for renouncing $497,000 in qualifying 
expenditures prior to December 31, 2002. As of December 31, 2002 the Campany had an obligation under 
the flow-through agreement to incur $407,000 in qualifying capital expenditures prior to December 31, 2003. 


Share purchase warrants 


At December 31, 2002, the Company had no common share purchase warrants outstanding. During 2001, the 


500,000 Series 2 common share purchase warrants were exercised at the conversion price of $0.20 and 
converted to common shares. 


46 


tH 


Crispin Energy Inc. 


4/7 


2002 AR 


Stock options 

The Company has established a stock option plan whereby officers, directors and employees may be granted 
options to purchase common shares. A maximum of 10% of the outstanding common shares of the Company 
may, from time to time be allocated for issuance to eligible participants. Under this program, the exercise price 
of each option equals the market price of the Company's stock on the date of grant, the options maximum 
term is five years, vesting 40% on grant and 20% on each subsequent anniversary date. 


The following table summarizes the changes in the stock option plan. 


Number Weighted 

of shares average price 

Balance at December 31, 2000 2,535,000 $0.18 
Granted 525,000 $0.28 
Exercised (450,000) $0.20 
Balance, December 31, 2001 2,610,000 $0.20 
Options vested at December 31, 2001 1,828,000 $0.20 
Granted 1,875,000 $0.27 
Exercised (275,000) $0.20 
Balance, December 31, 2002 4,210,000 $0.23 
Options vested at December 31, 2002 2,670,000 $0.22 


At December 31, 2002 the options outstanding had exercise prices ranging from $0.15 to $0.30 with a 
weighted average contractual life of 2.8 years. 


Per share amounts 

The calculation of net income per common share and funds from operations per share is based on the weighted 
average number of common shares outstanding during the year ended December 31, 2002 of 43,784,181 
(2001 — 41,665,681). The diluted weighted average number of common shares outstanding during the year 
ended December 31, 2002 was 44,942,014 (2001 — 42,063,170). The reconciling items between the basic and 


diluted common shares are outstanding stock options. 


Funds from operations per share is based on funds from operations before changes in non-cash working 


capital items. 


Stock-based compensation 

The Company accounts for its stock based compensation plan using the intrinsic-value method. Under this 
method, no costs are recognized on the financial statements for share options granted to employees or 
directors when the options are issued at market value. Effective January 1, 2002, Canadian Generally Accepted 
Accounting Principles require disclosure of the impact on net earnings using the fair value method for stock 
options issued on or after January 1, 2002. If the fair value method had been used, the Company's earnings 
for the year ended December 31, 2002 are disclosed below. Basic and diluted earnings before extraordinary 


gain per share and net earnings per share remain unchanged. 


Compensation costs December 31, 2002 


Net Earnings: 
As reported $ 1,309,668 
Pro forma 1,141,620 


The fair value of each option granted is estimated on the date of grant using the Modified Black-Scholes 


option-pricing model with the following assumptions: 


Weighted average grant date fair value $0.26 
Risk-free interest rate (%) 5.0% 
Volatility (%) 163% 
Expected life Five years 


7. Supplemental cash flow information 


Changes in non-cash working capital 2002 2001 

Accounts receivable $ (439,287) $ (291,167) 
Prepaids and deposits (27,183) (5,698) 
Accounts payable 261,243 (138,778) 
Change in non-cash working capital $ (205,227) $ (435,643) 
nee nO 
Cash interest paid $ 299,371 $ 202,199 


Cash taxes paid - - 


8. Risk Management 


Fair value of financial instruments 

At December 31, 2002, the fair value of accounts receivable, deposits, cheques issued in excess of cash in bank, 
accounts payable and accrued liabilities approximate their carrying value due to their current maturities. The 
bank debt carrying value approximates fair value due to the cost of borrowing being at a floating rate. 


Commodity price risk 

The Company is party to certain derivative financial instruments that have fixed the price of a portion of its 
crude oil production. For the year ended December 31, 2002, the Company realized a net loss of $109,973 
(2001 — $139,520) on its commodity hedging program. 


Contract Volume Stike price Term 

Costless collar (1) 200 bbls/d US$24.00 — US$28.10 January 1, 2003 — June 30, 2003 
Costless collar (1) 200 bbls/d US$24.00 — US$28.15 January 1,2003 — March 31, 2003 
Put option (2) 200 bbls/d US$25.00 April 1, 2003 — June 30, 2003 


(1) Costless collar strike price indicates floor and ceiling pricing. 


(2) Contract executed January 2003. 
The estimated fair value of these contracts at December 31, 2002, had they been settled at that time 


would have resulted in a payment of $126,927. These instruments have no carrying amount recorded in the 
financial statements. 
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Credit risk 

The Company is subject to credit risk through trade receivables. Although a substantial portion of its debtor's 
ability to pay is dependent upon the oil and gas industry, credit risk is considered minimal. Management 
routinely assesses the financial strength of partners and customers including parties involved in marketing or 
commodity arrangements. The Company is exposed to credit risk associated with possible non-performance by 
derivative instrument counter parties. The Company does not require collateral, however, it does limit total 
exposure to individual counter parties. 


Interest rate risk 

The Company's credit facilities are subject to floating interest rates. As such any debt carried on the books by 
the Company would be subject to interest rate cash flow risk, as the required cash flow to service debt would 
fluctuate as a result of changes in market rates. The Company had total borrowings outstanding under its 
available credit facilities as of December 31, 2002 of $ 3,650,000 (2001 — $5,700,000) 


9. Commitments 


Office lease 
During 2002 the Company entered into a sub-lease agreement for new office premises expiring in May 2006. 
Annual lease payments for these office premises including estimated operating costs are as follows: 


2003 $ 209,593 
2004 $ 248,293 
2005 $ 261,193 
2006 $ 108,830 


Operating lease 

Additionally, in return for third party construction of additional gas gathering and processing facilities, the 
Company has committed to a minimum annual processing and gathering fee of $188,700, until payout of 
these facilities is reached in May 2005. 


Five-Year Review 


For the years ended December 31 


($thousands except where noted) 2002 2001 2000 1999 1998 

FINANCIAL STATISTICS 

Production revenue 9,891 6,053 4,075 1,925 1,411 

Royalties (1,953) (1,256) (771) (488) (379) 
ARTC 14 20 26 31 - 

Production expenses (2,403) (1,675) (1,041) (438) (414) 
Operating netback 5,549 3,142 2,289 1,030 618 

General and administrative (821) (417) (291) (362) (230) 
Interest and taxes (309) (202) (72) (82) (56) 
Other expense (59) = sy = = 
Other income 53 145 AIS) Y 98 
Cash flow from operation 4,413 2,668 1,951 593 430 
Depletion, Depreciation & Restoration (2,483) i577) (773) (318) (299) 
Future income taxes (742) (397) (539) - = 
Extraordinary gain 122 - - - - 
Net income 1,310 694 639 275 134 

Operating cash flow (basic $/share) $0.10 $0.06 $0.05 $0.02 $0.02 
Net income per share (basic $/share) $0.03 $0.02 $0.02 $0.01 $0.00 
Capital expenditures 2,874 7,608 3,248 2,250 2,620 
Total book assets 15,503 14,582 8,491 6,046 4,370 
Working capital deficiency 347 528 776 658 102 
Bank debt 3,650 5,700 675 225 2299 
Shareholders’ equity 8,667 6,875 6,018 4,067 2,326 
Depletion, depreciation, future site ($/boe) $ 8.12 $ 6.84 $ 4.91 $ 3.64 $ 3.20 
Return on average equity 16.3% 10.2% 20.9% 8.7% 7.2% 
Common shares (thousands) 

Basic weighted average outstanding 43,784 41,666 38,852 29,604 24,553 
Basic shares outstanding (year-end) 44,766 42,186 41,366 38,566 26,202 
Diluted weighted average outstanding 44,942 42,063 39,015 31,182 26,294 
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(S$thousands, except where noted) 2002 2001 2000 1999 1998 
MARKET INFORMATION 

High ($/share) $ 0.89 Sy0!39 $ 0.34 $ 0.25 $ 0.34 
Low ($/share) $ 0.17 $ 0.12 $7043 $ 0.05 $ 0.05 
Close ($/share) $ 0.75 $ 0.23 $ 0.16 $ 0.21 $ 0.06 
Shares traded (thousands) 6,901 3,981 4,220 2,542 939 
OPERATING STATISTICS 

Average sales prices 

Natural gas ($/mcf) $ 3.64 $ 4.49 $ 4.08 $92.59 $ 1.69 
Oil/NGL ($bbi) $ 34.31 $26.85 $26.85 $23.02 $15.74 
Netbacks 

Operating netback ($/boe) $18.33 $14.27 $14.71 $11.80 $ 7.16 
Operating cash flow ($/boe) $14.44 $11.58 $12.54 $ 6.81 $ 5.07 
Daily Production 

Natural gas (mcf/d) 639 496 270 156 18 
Light oil/NGL (bbls/d) 510 323 154 78 95 
Heavy oil (bb/s/d) 210 226 227 135 149 
Average daily boe's @ 6:1 837 632 426 239 246 
Annual Production 

Natural gas (mcf) 233,451 181,195 98,726 56,867 6,391 
Light oil and liquids (bb/s) 190,003 117,683 56,041 28,607 34,474 
Heavy oil (bb/s/d) 76,703 82,658 83,022 49,173 54,505 
Boe's @ 6:1 305,614 230,541 155,517 87,258 90,044 
Employees 9 5 4 et 5 


Quarterly information 


2001 2002 

($ thousands, except per share amounts) Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 
FINANCIAL (unaudited) 
Petroleum and natural gas sales 1,234 1,332 2,046 1,442 2,049 2,340 2,782 2,721 
Royalties (262) (295) (379) (30) (396) (466) (467) (610) 
Other income 70 53 4 18 1 25 10 16 
Net revenues 2042 a O90 mal Ov enn DO: 1,654 1,899 2,325 2,127 
Operating expense (315) (335) (487) (538) (555) (533) (699) (617) 
Field netback YY 755. 1,184 621 1,099 1,366 1,626 1,510 
General and administrative (97) (181) (96) (44) (127) (200) (278) (216) 
Interest expense (21) 43) (69) (68) (72) (98) (70) (59) 
Other expense = = = = (29) (31) - - 
Capital tax = = = = = = = (9) 
Cash flow 609 53 enlrOno 509 871 1,037 1,278 1,226 
Depreciation, depletion (265) (326) (489) (497) (517) (560) (685) (720) 
Future income taxes (229) (45) (103) (20) (70) (127) (183) (361) 
Extra ordinary item = - - - - - - 122 
Net income 115 160 427 (8) 284 348 410 267 
CFPS — basic 0.015 0.013 0.025 0.011 0.020 0.024 0.029 0.028 
EPS — basic 0.003 0.004 0.010 0.000 0.007 0.008 0.009 0.007 
PRODUCTION 
Oil and NGUs (bbls/d) 192 247 436 411 520 509 499 550 
Heavy oil (bb/s/d) Dye 262 195 176 149 164 280 245 
Total oil and NGL's 464 509 631 587 669 673 779 795 
Natural gas (mcf/d) 294 357 546 783 842 791 502 429 

513 569 722. 719 809 805 863 866 
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a nae of cine feet 
Thous nds of cubic feet per 


day. see ieee 
ngl’s. Natural gas liquids 
PAR Oil gravity in units of the 


American Petroleum Institute 
ARTC Alberta Royalty Tax Credit 


“Statements throughout this ae report that are 
“hot historical facts may be considered “forward 


looking statements”. These forward looking 
statements sometimes include words to the etfect 
that. management believes or expects a’ stated 
condition of result, All estimates and statements 
that describe the Corporation's objectives, goals 
of future plans are forward looking statements. 
Since forward looking statements address future 
events and) conditions, by their very nature they 
involve inherent risks: and’ uncertainties. , Actual 
results could. differ materially from those current- 


‘ly anticipated due to: any’ number of factors, 
‘including such’ variables a 
‘regarding recoverable reserves, changes in 


onew Information 


demand: and commodity prices for oil and gas, 
legislative, environmental and other regulatory or 
political changes, Competition in areas were the 
corporation Operates and other factors discussed 
in this annual report. 
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